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Topics for DiscussionTopics for Discussion

•• Update on Condition of the IndustryUpdate on Condition of the Industry

•• Observations on the Outlook for the Economy & Observations on the Outlook for the Economy & 
Credit ConditionsCredit Conditions

•• Where Do We Go from Here with Bank Regulation Where Do We Go from Here with Bank Regulation 
and Supervision?and Supervision?
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Condition of the IndustryCondition of the Industry

•• Preliminary Q3 data show evidence of continuing Preliminary Q3 data show evidence of continuing 
improvementimprovement
–– Industry ROA up from Q2Industry ROA up from Q2

–– % noncurrent loans/total loans down% noncurrent loans/total loans down

–– Reserves/noncurrent loans upReserves/noncurrent loans up

•• Anticipate that bank failures in 2010 will be < 2009Anticipate that bank failures in 2010 will be < 2009

•• Pace of capital raises continues Pace of capital raises continues ---- 8 banks completed offerings 8 banks completed offerings 
in Q3in Q3
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Equity Offerings by California State Chartered 
Banks Since 2009

• 34 state-chartered banks in California or their BHCs completed 69 equity 
offerings that raised $4.4 billion.

• Number of completed offerings by CAMELS rating at the time of the 
offering:

69Total

2Unrated

35

254

233

162

01

Rating at Offering DateCAMELS



55*  Excludes $25 billion TARP investment in Wells Fargo & Company

$1,785.5$896.5$2,682.072Total

41.64.946.54
Federal Savings 

Banks

284.1402.6686.715National Banks*

1,459.8489.01,948.853State Banks

Total Treasury CPP 
Investment 

Amount

Total Capital 
Repayment 

Amount
Total Purchase 

Amount#Type of Bank

for the period ending October 29, 2010

all California Banks

Transaction Report  
Capital Purchase Program 



Observations on the OutlookObservations on the Outlook

•• Economic ConditionsEconomic Conditions

•• Credit OutlookCredit Outlook

•• Revenue ProspectsRevenue Prospects
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Real Final Sales to Domestic PurchasersReal Final Sales to Domestic Purchasers
Bars = Q/Q % change annualized, Line = Y/Y % changeBars = Q/Q % change annualized, Line = Y/Y % change
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GDP Components in Current vs. Prior RecoveriesGDP Components in Current vs. Prior Recoveries
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Economic Performance by SMAEconomic Performance by SMA
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Best/Worst Metro AreasBest/Worst Metro Areas
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California Job Growth By IndustryCalifornia Job Growth By Industry
% Change from a Year Earlier% Change from a Year Earlier
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Noncurrent Loan Rates Edged Downward, 
Due Largely to C&LD Loan Charge-offs

CRE Income Property Noncurrent Rates Continue to Rise in 1H10
12th District Bank Noncurrent Loan Rates (Pct 90+ days past due or on nonaccrual -%)  

Noncurrent Rate 
- All Loans

1 NV 7.9%
4 ID 5.5%
5 WA 4.8%
6 OR 4.7%
8 AZ 4.3%
9 UT 4.2%

10 HI 4.1%
14 CA 3.6%
47 AK 1.4%

Dist 4.1%
Nation 2.4%

FRB-SF Source: Regulatory Call & Income Reports; all commercial & 
industrial banks excluding De Novos; trimmed means, 
preliminary 1H10 data
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IMF Forecast: U.S. Real Estate Loan ChargeIMF Forecast: U.S. Real Estate Loan Charge--OffsOffs
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Superintendent Friend William Richardson, 1934Superintendent Friend William Richardson, 1934

•• the combined statements submitted herewith give a the combined statements submitted herewith give a 
factual demonstration of the urgent problem faced factual demonstration of the urgent problem faced 
uniformly by all banksuniformly by all banks----earning assets in the form of earning assets in the form of 
good loans are not available in sufficient amounts to take good loans are not available in sufficient amounts to take 
up the increase in deposits.up the increase in deposits. The only outlet is The only outlet is 
government bonds at extremely low ratesgovernment bonds at extremely low rates----in fact lower in fact lower 
than the prevailing rates on time depositsthan the prevailing rates on time deposits…… Even the Even the 
acquisition of government bonds on a low yield basis acquisition of government bonds on a low yield basis 
may cause future embarrassment should prevailing rates may cause future embarrassment should prevailing rates 
increase due either to declining public confidence in increase due either to declining public confidence in 
government issues or to the flotation of more attractive government issues or to the flotation of more attractive 
private issues.private issues.



Where Do We Go from Here with Bank Where Do We Go from Here with Bank 
Regulation and Supervision?Regulation and Supervision?
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Impact of DoddImpact of Dodd--Frank + Heighted Regulatory Frank + Heighted Regulatory 
ExpectationsExpectations

•• DoddDodd--Frank will touch every corner of the financial system, Frank will touch every corner of the financial system, 
but its biggest impact will be on largest financial institutionsbut its biggest impact will be on largest financial institutions..

•• Direct and indirect impacts on community and regional banks Direct and indirect impacts on community and regional banks 
are difficult to assess at this time.are difficult to assess at this time.
–– Key provisions: increase in deposit insurance coverage now Key provisions: increase in deposit insurance coverage now 

permanent, interest payable on DDA, Fed to regulate interchange permanent, interest payable on DDA, Fed to regulate interchange feesfees

•• CFPB creates major new uncertainties.  CFPB creates major new uncertainties.  
•• RollRoll--back of OCCback of OCC’’s preemption authority invites new states preemption authority invites new state--

level consumer financial legislation.level consumer financial legislation.
•• Basle III initiative could be at least as significant as DoddBasle III initiative could be at least as significant as Dodd--

Frank and should be watched closely.Frank and should be watched closely.
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The The ““MM”” in CAMELSin CAMELS

•• The capability of the board of directors and The capability of the board of directors and 
management, in their respective roles, to identify, management, in their respective roles, to identify, 
measure, monitor, and control the risks of an institutionmeasure, monitor, and control the risks of an institution’’s s 
activities and to ensure a financial institutionactivities and to ensure a financial institution’’s safe, s safe, 
sound, and efficient operation in compliance with sound, and efficient operation in compliance with 
applicable laws and regulations is reflected in this rating.applicable laws and regulations is reflected in this rating.

Uniform Financial Institutions Ratings System Uniform Financial Institutions Ratings System 

19961996



The Traditional EmphasisThe Traditional Emphasis

•• A bank's performance with respect to asset quality and A bank's performance with respect to asset quality and 
diversification, capital adequacy, earnings performance and diversification, capital adequacy, earnings performance and 
trends, liquidity and funds management, and sensitivity to trends, liquidity and funds management, and sensitivity to 
fluctuations in market interest rates is, to a very significant fluctuations in market interest rates is, to a very significant 
extent, a result of decisions made by the bank's directors and extent, a result of decisions made by the bank's directors and 
officers. officers. Consequently, findings and conclusions in regard to Consequently, findings and conclusions in regard to 
the other five elements of the CAMELS rating system are often the other five elements of the CAMELS rating system are often 
major determinants of the management ratingmajor determinants of the management rating. . 

Uniform Financial Institutions Ratings System Uniform Financial Institutions Ratings System 

Revised 1996Revised 1996

2020
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A Better EmphasisA Better Emphasis

1.1. Does the bank have effective board oversight and Does the bank have effective board oversight and 
corporate governance practices, policies and corporate governance practices, policies and 
procedures?procedures?

2.2. Does the bank have an effective framework for risk Does the bank have an effective framework for risk 
management consistent with its size, complexity, management consistent with its size, complexity, 
structure and risk profile?structure and risk profile?

3.3. How well do the board, management and control How well do the board, management and control 
functions execute against this framework?functions execute against this framework?



Common Governance Weaknesses

• Board lacks experienced, capable financial professionals with 
knowledge of regulations/guidance.  

• Board is dysfunction (e.g., factional, distrustful, dominated by an 
individual or small group, unengaged, unprepared, etc.)

• Board is too trusting of the CEO & management. Dominant CEO  
controls the bank. 

• Lack of formalized processes for management evaluations – both 
management structures and executive competencies.  Board relies 
excessively on regulatory assessments of management.

• Lack of independence of the risk management functions.
• Weak or inactive risk committee structures at board and 

management levels.



Common Weakness in the Risk Framework

• Emphasis is on ROE without adequate consideration of risk 
factors.  Board does not articulate risk appetite or set risk 
limits in a meaningful/measurable way.

• Comp plans that incent growth or short-run returns.

• Risk management function lacks leadership or support from 
the Board/CEO and/or lacks independence from revenue 
generating officers and units.

• Inadequate resources. Poor MIS.  Inadequate analytical 
capabilities for stress testing/scenario analysis.

• Failure to recognize and control interrelated risks.

• Audit functions not independent of management.



Common Weaknesses in Risk Management 
Execution

• Failure to stay within prescribed policy limits. Exceptions to 
risk limits granted to meet competition.  

• Inadequate communication flows.
• Ineffective oversight and controls.
• Inadequate credit underwriting standards/credit 

administration function.
• Excessive reliance on third parties’ risk assessments (e.g., 

credit rating agencies, lead bank for loan participations).
• Failure to implement audit recommendations.
• Lack of accountability.



Financial Stability Oversight Council 
Membership

Voting
• Secretary of the Treasury
• Chair of FRB
• Comptroller
• Director of CFPB
• Chair of SEC
• Chair of FDIC
• Chair of CFTC
• Director of FHFA
• Chair of NCUA
• Insurance representative 

appointed by President

Nonvoting
• Director of office of 

financial research
• Director of federal 

insurance office
• State insurance 

commissioner
• State banking commissioner
• State securities 

commissioner
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Financial Stability Oversight Council Financial Stability Oversight Council ---- PurposesPurposes

•• To identify risks to financial stability that could arise from tTo identify risks to financial stability that could arise from the he 
material financial distress or failure, or ongoing activities, omaterial financial distress or failure, or ongoing activities, of f 
large, interconnected large, interconnected BHCsBHCs or nonbanks.or nonbanks.

•• To promote market discipline by eliminating expectations on To promote market discipline by eliminating expectations on 
the part of shareholders, creditors and counterpartiesthe part of shareholders, creditors and counterparties……that that 
the government will shield them from losses in the event of the government will shield them from losses in the event of 
failure.failure.

•• To respond to emerging threats to financial stabilityTo respond to emerging threats to financial stability



Financial Stability Oversight Council -- Duties

• Information gathering and sharing

• Recommending supervisory priorities/prudential standards

• Identifying gaps in regulation

• Identify nonbank FIs that may pose risks to the financial 
system for supervision by FRB

• Identify systemically important financial utilities and 
payment, clearing and settlement activities

• Reporting to Congress & testimony by Chair annually

• Statements by voting members



10 Largest US 10 Largest US BHCsBHCs 1960 vs. 20101960 vs. 2010
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